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INDEPENDENT AUDITOR'S REPORT

To the Board of Education
Lake City Area Schools
Lake City, Michigan

We have audited the accompanying financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of Lake City Area Schools as of and for the year ended June 30, 2007,
which collectively comprise the District's basic financial statements as listed in the table of contents. These
financial statements are the responsibility of Lake City Area Schools’ management. Our responsibility is to
express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund information of
Lake City Area Schools as of June 30, 2007, and the respective changes in financial position, thereof for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated August 30, 2007 on our
consideration of Lake City Area Schools’ internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

The management's discussion and analysis and budgetary comparison information, as identified in the table of
contents, are not a required part of the basic financial statements but are supplementary information required by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information and express no
opinion on it.

East Lansing = Rochester Hills = St. Johns



Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
Lake City Area Schools’ basic financial statements. The accompanying other supplementary information, as
identified in the table of contents, is presented for the purpose of additional analysis and is not a required part of
the basic financial statements. The other supplementary information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

dﬁo‘a«. .’% Ac,

ABRAHAM & GAFFNEY, P.C.
Certified Public Accountants

August 30, 2007



Lake City Area Schools
MANAGEMENT'’S DISCUSSION AND ANALYSIS

June 30, 2007

This section of the annual financial report presents management's discussion and analysis of the financial
performance for the fiscal year ended June 30, 2007 and is a requirement of GASB 34. This discussion and
analysis is intended to be read in conjunction with the District's financial statements.

Generally Accepted Accounting Principles (GAAP) according to GASB 34 requires the reporting of two types of
financial statements: Government-wide (District-wide) and Fund-level financial statements.

District-wide Financial Statements:

District-wide financial statements provide information about the activities of the entire school district. They
present an overall view of the District’s finances, reporting the District’s assets and liabilities both short and long
term-basis, regardless if they are “currently available” or not. District-wide financial statements are reported on
a full accrual basis.

Fund-level Financial Statements:

Fund-leve! financial statements are reported on a more detail level than district-wide statements. Fund-level
statements provide information on the District's most significant funds and are reported on a modified accrual
basis. Only those assets that are “measurable” and “available” are reported on a modified accrual basis.
Liabilities are recognized to the extent that they are normally expected to be paid with current financial
resources.

The fund statements are formatted to comply with the legal requirements of the Michigan Department of
Education’s Accounting Manual. In the state of Michigan, the District's major instructional and instructional
support activities are reported in the General Fund. Additional activities are classified as Nonmajor
Governmental Funds on the financial statements and include the Special Revenue Funds, which are comprised
of Food Service and Athletics; the Debt Service and the Capital Projects Funds.

Statement of Fiduciary Net Assets:
The Statement of Fiduciary Net Assets presents financial information about resources for which the District acts
solely as an agent for the benefit of students and parents. These activities are excluded from the District's other
financial statements because as a fiduciary, the District is unable to use these assets for its operations. The
school district’s responsibility for assets reported in the Statement of Fiduciary Net Assets is to ensure the funds
are used for their intended purposes.

Summary of Net Assets:

The following table summarizes the District's net assets for the fiscal year ended June 30, 2007 with
comparative information for June 30, 2006.

Condensed Statement of Net Assets
Year Ended June 30, 2007 and 2006

Governmental Activities

2007 2006
Assets
Current Assets $ 3,961,316 $ 3,811,337
Capital Assets, net of accumulated depreciation 4,590,974 4,796,295

Total Assets 8,552,290 8,607,632



Lake City Area Schools
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2007

Condensed Statement of Net Assets
Year Ended June 30, 2007 and 2006 - continued

Governmental Activities

— 2007 _ 2006
Liabilities

Current Liabilities $ 1,605,586 $ 1,634,531
Long-term Liabilities 1,914,548 2,591,491
Total Liabilities 3,620,134 4,226,022

Net Assets
Invested in capital assets, net of related debt 2,193,741 1,791,468
Restricted for debt service 118,778 78,890
Unrestricted 2,719,637 2,569,760

Total Net Assets $ 5,032,156 $ 4,440,118
Analysis of Financial Position:

At the end of the current fiscal year, Lake City Area Schools was able to report a positive balance in net assets
for the school district. This means that if the District liquidated all of its assets and all the bills were paid as of
June 30, 2007, including all noncurrent liabilities (compensated absences; for example), there would be over $5
million in total net assets remaining.

Results of Operations:

For the fiscal years ended June 30, 2007 and 2006, the District-wide results of operations were:

Condensed Statement of Activities
Year Ended June 30, 2007 and 2006

Governmental Activities

2007 2006
Revenues:

Program Revenues
Charges for Services $ 212,010 $ 226,472
Operating grants 1,719,942 1,570,601
Capital grants 10,214 27,212

General Revenues
Property Taxes 3,116,142 2,917,844
State unrestricted foundation aid 6,072,863 5,991,344
Other 281.581 387,484
Total Revenues 11,412,381 11,120,957

Expenses:

Instruction 6,076,339 5,758,077
Support services 3,522,895 3,401,942
Food service 560,328 513,192
Athletics 293,471 328,008
Interest on long-term debt 92,592 107,428
Unallocated depreciation 274,718 275,592
Total Expenses 10,820,343 10,384,329
Increase in Net Assets $ 592,038 $ 736,628



Lake City Area Schools
MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2007

Analysis of Results of Operations:

During fiscal year ended June 30, 2007, the District's net assets increased by $592,038. Several factors which
help cause the increase are discussed in the following sections.

A. Governmental Funds Operating Results
The District's revenues from governmental funds operations exceeded expenditures by $150,922 for the
fiscal year ended June 30, 2007 mainly due to the revenues exceeding capital project expenditures.
Further discussion of the District's operating results is available in the section entitled “Results of 2006-
07 Operations” following this section.

B. Long-Term Debt Activities
The District reduced its long-term bonded debt obligation during 2006-2007 by making a principal
payment in the amount of $605,000. Other long-term debt (sewer assessments) was reduced by
$2,594.

C. Other Noncurrent Liabilities
Other noncurrent liabilities (severance pay) decreased by $22,792 for the year ended June 30, 2007.
This was a result of the retirements of several employees.

Results of 2006-2007 Operations

During fiscal year ended June 30, 2007, the District's net assets increased by $592,038 at the district-wide, full
accrual level. A few additional significant factors affecting net assets during the year are discussed below:

A. General Fund Operations

The General Fund is the main fund for the District and includes all the cost related to educating the students of
the Lake City Area Schools such as: Salaries and benefits for Teachers, Paraprofessionals, Administrators,
Secretaries, Custodians, Maintenance staff, Librarians, Counselors, Bus Drivers, and other support positions;
teaching supplies, employee training, utilities, building maintenance supplies and miscellaneous expenses
needed to run the District.

The District's expenditures for General Fund operations exceeded revenues by $27,960 for the fiscal year
ended June 30, 2007. The General Fund as of June 30, 2007, has a fund balance of $2,291,556 or 22.67% of
expenditures and other financing uses for the 2006-2007 fiscal year. The District had a net increase in total
expenditures and other financing uses of $385,742 when comparing the two fiscal years.

B. Debt Service Funds Operations

The Debt Service Funds are set up to collect taxes and pay annual debt payments. At June 30, 2007, the Debt
Service Funds had $138,542 in fund equity available for the November 1, 2007 bond payment.

The District made principal payments on bonded, long-term debt obligations that reduced the amount of the
District's long-term liabilities as follows:

Principal Principal
Balance Principal Balance
6/30/2006 Payments 6/30/2007

Durant Bonds $ 42596 $ - $ 42,506
2004 Refunding Bonds 2,940,000 605,000 2,335,000

$ 2982596 § 605,000 2,377




Lake City Area Schools
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2007

The District also had two (2) sewer assessments payables totaling $19,637 outstanding at June 30, 2007. The
payments for these debts are paid annually from the General Fund. The District also had severance pay
outstanding at June 30, 2007, which totaled $193,362.

C. School Service Funds
The Lake City Area Schools also has school service funds that include the following:

The Food Service Fund is a fund that reports the food service program activities. In 2006-2007 the Food
Service Fund expenditures exceeded revenues by $19,480. The fund balance for Food Service as of June 30,
2007 was $43,110. The expenditures exceeded revenues largely because of an increase in food prices in
general combined with a lack of commodities available to the District. Northern Warehouse was closed and
items normally purchased as commodities had to be purchased through another more expensive source. The
District also implemented the Universal Breakfast program which provided a free breakfast to any student who
participated. This program was very well received but did increase food costs without a corresponding revenue
flow. It is expected that the costs could be offset by the October supplemental breakfast payment if the funds
are available from the State.

The Athletic Fund includes all costs for high school and middle school athletic programs including the cost for
coaches, officials, supplies, tournaments, and miscellaneous. Transportation cost is accounted for in the
General Fund. In 2006-2007 the Athletics Fund had revenues and expenditures of $293,408 and $293,471,
respectively. Expenditures exceeded revenues by $63 and reduced the fund balance for an ending balance of
$15. The General Fund made contributions to the Athletic Fund in the amount of $266,210 and the fund had
gate receipts and participation fees in the amount of $27,198.

D. Net Investments in Capital Assets

The District's net investment in capital assets decreased by $205,321 during the fiscal year. This can be
summarized as follows:

Balance Balance
July 1, 2006 Additions Deletions June 30, 2007
Capital assets $ 9,687,756 $ 147,454 $ 94,218 $ 9,740,992
Less: Accumulated depreciation (4,891,461 ) (274,718 ) (16,161 ) (5,150,018)
Net Investment in
Capital assets $ 4,796,295 $( 127,264 ) $ 78,057 $ 4,590,974

IMPORTANT ECONOMIC FACTORS
A. State of Michigan Unrestricted Aid (Net State Foundation Grant)
The State of Michigan aid, unrestricted, is determined with the following variables:
a. State of Michigan State Aid Act per student foundation allowance.
b. Student Enroliment — A three year blended average at 75 percent of the fall count for the years 2004,
2005, and 2006, and 25 percent of the spring count for the years 2004, 2005, and 2006.
c. The District's non-homestead property valuation.

B. Per Student Foundation Allowance

Annually, the State of Michigan establishes the per student foundation allowance. The Lake City Area Schools
foundation allowance was $7,085 per student for the 2006-2007 school year.

-vj -



Lake City Area Schools
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2007

C. Student Enrollment

The District's student enrollment for the fall count of 2006-2007 was 1,209 students as compared to 1,213 for
2005-2006. The following summarizes fall student enroliments in the past five years:

FTE Change
Student FTE from Prior Year
2006-2007 1,209 * -4
2005-2006 1,213 +1
2004-2005 1,212 -12
2003-2004 1,224 -48
2002-2003 1,272 -44

* Reflects a three year average of the FY 2004, FY 2005, and FY 2006 blended pupil counts (25% spring/75%
fall).

Because economic conditions in Northern Michigan remain unchanged, the District is closely monitoring any
change in student enrollment.

D. Property Taxes levied for General Operations (General Fund Non-Homestead Taxes)

The District levies 18 mills of property taxes for operations (General Fund) on Non-Homestead properties. An
election is held annually to reestablish the 18 milis and prevent a Headlee Rollback. Under Michigan law, the
operating tax levy is based on the taxable valuation of properties. Annually, the taxable valuation increase in
property values is capped at the rate of the prior year's CPI increase or five (5) percent, whichever is less. At
the time of sale, a property’s taxable valuation is readjusted to the State Equalized Value, which is, theoretically,
50 percent of the market value. The District's non-homestead property tax revenue generated for 2006-2007
fiscal year was $2,380,190. This was less than the original levy due to unpaid personal property tax. The non-
homestead tax levy increased by 8.1% over the prior year.

E. Debt Fund Property Taxes

The District's debt fund levy, which is used to pay the principal and interest on bond obligations, is based on the
taxable valuation of all properties: homestead and non-homestead.

For 2006-2007 the District's debt millage levy was 2.75 mills that generated revenue of $724,673.
Analysis of Original Budget, Final Budget, and Actual Results:

The Uniform Budget Act of the State of Michigan requires that the Board of Education approve the original
budget for the upcoming year prior to July 1, the start of the fiscal year.

As a matter of practice, Lake City Area Schools amends its budget periodically during the school year. The
June 2007 budget amendment was the final budget for the fiscal year.

- vii -



Lake City Area Schools
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2007

Changes from Original Budget, Final Budget and Actual:

Variances
Final & Actual

Original Final Original & Final

Budget Budget Actual Budget Budget
Total Revenues and
Other Financing Sources $ 9,908,054 $10,046,414 $10,082,059 1.4% 0.4%
Total Expenditures and
Other Financing Uses $10,345,265 $10,554,122 $10,110,019 2.0% 4.2%
Revenues:

The District’s final budget for revenues and other financing sources was $138,360 or 1.4% higher than the
original budget projections. A conservative approach to state aid revenues was used due to the uncertainty of
enroliment and funding from the State. By utilizing the three year blended average the District did not
experience a drop in state aid for FY 06/07 despite a 7 FTE decrease in actual enrollment. The amount of
actual funding received increased the actual state aid foundation revenue by $65,654. The increase in interest
rates on available cash balances, an increase in grant allocations, and a continued receipt of an increase in
special education ISD millage monies made up a majority of the remaining change of $72,706.

Expenditures:

The District's final budget for expenditures and other financing uses was $208,857 or 2% higher than the
original budget projections. The settlement of union contracts for four units resulted in an increase in wages and
benefits estimated at the time the budget was approved. An early retirement incentive was implemented at a
cost of $51,553 preventing potential layoffs in the District. An increase in pass through dollars paid to fund the
Department of Education preschool program was also necessary due to an increase in funding ($59,070).

Contacting the District’s Financial Management:
Management discussion and analysis documents are prepared to provide the District's constituents with a
general overview of the District's financial position. Question or requests for additional information can be

directed to the Business Department of Lake City Area Schools, 710 E. Mitchell Street, PO Box 900, Lake City,
Michigan 49651.

- viii -
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Lake City Area Schools
STATEMENT OF NET ASSETS

June 30, 2007

Governmental
Activities
ASSETS
Current assets
Cash and cash equivalents $ 2,129,569
Investments 532,410
Receivables 4,328
Due from other governmental units 1,265,850
Inventories 6,142
Prepaids 23,017
Total current assets 3,961,316
Noncurrent assets
Capital assets not being depreciated 382,782
Capital assets, net of
accumulated depreciation 4,208,192
Total noncurrent assets 4,590,974
TOTAL ASSETS 8,552,290
LIABILITIES
Current liabilities
Accounts payable 49,978
Accrued payroll 570,026
Other accrued liabilities 241,770
Accrued interest payable 19,764
Current portion of deferred charges 12,000
Current portion of severance payable 64,454
Current portion of long-term debt 647,594
Total current liabilities 1,605,586
Noncurrent liabilities
Deferred charges 36,001
Accrued severance payable 128,908
Noncurrent portion of long-term debt 1,749,639
Total noncurrent liabilities 1,914,548
TOTAL LIABILITIES 3,520,134
NET ASSETS
Invested in capital assets, net of related debt 2,193,741
Restricted for debt service 118,778
Unrestricted 2,719,637
TOTAL NET ASSETS $ 5,032,156

See accompanying notes to financial statements.



Lake City Area Schools

STATEMENT OF ACTIVITIES

Year Ended June 30, 2007

Net (Expense)
Revenue and
Changes in
Program Revenues Net Assets
Charges for Operating Grants Capital Grants Governmental
Functions/Programs Expenses Services and Contributions and Contributions Activities
Governmental activities
Instruction $ 6,076,339 $ - $ 838,546 $ - $ (5,237,793)
Supporting services 3,522,895 25,413 501,274 10,214 (2,985,994)
Food Service 560,328 159,399 380,122 - (20,807)
Athletics 293,471 27,198 - - (266,273)
Interest on long-term debt 92,592 - - - (92,592)
Unallocated depreciation 274,718 - - - (274,718)
TOTAL GOVERNMENTAL ACTIVITIES $10,820,343 $ 212,010 3 1,719,942 $ 10,214 (8,878,177)
General revenues
Property taxes 3,116,142
State school aid - unrestricted 6,072,492
Interest 112,364
Special Education county allocation 134,532
Miscellaneous 34,685
TOTAL GENERAL REVENUES 9,470,215
CHANGE IN NET ASSETS 592,038
Restated net assets, beginning of year 4,440,118
Net assets, end of year 3 5,032,156

See accompanying notes to financial statements.



Lake City Area Schools
GOVERNMENTAL FUNDS BALANCE SHEET

June 30, 2007

Capital
General Projects
ASSETS
Cash and cash equivalents $ 1,656,982 $ 304,548
Investments 204,911 327,499
Accounts receivable 4,328 -
Due from other funds - -
Due from other governmental units 1,265,850 -
Inventories - -
Prepaids 23,017 -
TOTAL ASSETS $ 3,155,088 $ 632,047
LIABILITIES AND FUND BALANCE
LIABILITIES
Accounts payable $ 36,271 $ 5,728
Accrued payroll 570,026 -
Other accrued liabilities 241,770 -
Due to other funds 15,465 -
TOTAL LIABILITIES 863,532 5,728
FUND BALANCE
Reserved for
Inventories and prepaids 23,017 -
Debt service - -
Unreserved
Designated for subsequent year's expenditures 373,995 -
Undesignated, reported in
General fund 1,894,544 -
Special revenue funds - -
Capital project fund - 626,319
TOTAL FUND BALANCE 2,291,556 626,319
TOTAL LIABILITIES
AND FUND BALANCE $ 3,155,088 $ 632,047

See accompanying notes to financial statements.



Nonmaijor Total
Governmental Governmental
Funds Funds
3 168,039 $ 2,129,569

- 532,410

- 4,328

15,465 15,465

- 1,265,850

6,142 6,142

- 23,017

$ 189,646 $ 3,976,781
$ 7,979 3 49,978
- 570,026

- 241,770

- 15,465

7,979 877,239
6,142 29,159
138,542 138,542
7,620 381,615

- 1,894,544

29,363 29,363

- 626,319

181,667 3,099,542

$ 189,646 $ 3,976,781




Lake City Area Schools

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO
THE STATEMENT OF NET ASSETS

June 30, 2007

Total fund balance - governmental funds $ 3,099,542
Amounts reported for the governmental activities in the statement of net assets are different because:

Capital assets used in governmenta! activities are not financial resources
and therefore are not reported as assets in the governmental funds.

The cost of capital assets is $ 9,740,992
Accumulated depreciation is (5,150,018)
4,590,974
Long-term liabilities are not due and payable in the current period
and therefore are not reported as liabilities in the funds.
Long-term liabilities at year-end consist of:
Deferred charges - net of current amortization (48,001)
Bonds and loans payable (2,397,233)
Accrued interest payable (19,764)
Severance pay (193,362)
(2,658,360)
Net assets of governmental activities $ 5,032,156

See accompanying notes to financial statements.



Lake City Area Schools

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES -

GOVERNMENTAL FUNDS

Year Ended June 30, 2007

REVENUES

Local sources
State sources
Federal sources

OTHER FINANCING SOURCES

Transfers

from other funds

County special education allocation

TOTAL REVENUES AND

OTHER FINANCING SOURCES

EXPENDITURES

Current

Instruction
Supporting services

Food service
Athletics

Debt service

Capital outlay

OTHER FINANCING USES

Transfers

to other funds

TOTAL EXPENDITURES AND

OTHER FINANCING USES

NET CHANGE IN FUND BALANCES

Fund balances, beginning of year

Prior period adjustment

Fund balances, end of year

See accompanying notes to financial statements.

Capital

General Projects
$ 2,565,088 $ 24,796
6,841,214 -
474,425 -
- 200,000
201,332 -
10,082,059 224,796
6,099,131 -
3,542,084 -
2,594 -
- 62,209
466,210 -
10,110,019 62,209
(27,960) 162,587
2,261,008 463,732
58,508 -
$ 2,291,556 $ 626,319




Nonmajor Totals
Governmental Governmental
Funds Funds
$ 925,404 $ 3,515,288

38,638 6,879,852
341,484 815,909
266,210 466,210

- 201,332
1,571,736 11,878,591
- 6,099,131

- 3,542,084

560,328 560,328
293,471 293,471
701,642 704,236

- 62,209

- 466,210
1,555,441 11,727,669

16,295 150,922
165,372 2,890,112

- 58,508
$ 181,667 $ 3,099,542




Lake City Area Schools

RECONCILIATION OF THE CHANGE IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

Year Ended June 30, 2007

Net change in fund balances - total governmental funds
Amounts reported for governmental activities in the statement of activities are different because:
Capital outlays are reported as expenditures in governmental funds. However, in the

statement of activities, the cost of capital assets is allocated over their estimated useful lives
as depreciation expense. In the current period, these amounts are:

Capital outlay $ 147,454
Net effect of disposal of capital assets (78,057)
Depreciation expense (274,718)

Excess of depreciation expense and other charges over capital outlay

Items resulting from the repayment of long-term debt and borrowing of long-term debt is
reported as expenditures, other financing uses, and other financing sources in governmental
funds, but the repayment reduces long-term liabilities and the borrowings and other liabilities
increase long-term liabilities in the statement of net assets. In the current year, these
amounts consist of:

Deferred charges - net current year amortization 12,001
Debt principal retirement 607,594

Some items reported in the statement of activities do not require the use of current financial
resources and therefore are not reported as expenditures in governmental funds. These
activities consist of:

Decrease in accrued interest payable 4,050
Decrease in accrued severance pay 22,792

Change in net assets of governmental activities

See accompanying notes to financial statements.

$ 150,922
(205,321)
619,595
26,842

$ 592,038




Lake City Area Schools
Fiduciary Fund
STATEMENT OF FIDUCIARY NET ASSETS

June 30, 2007

Private
Purpose Agency
Trust Fund Fund
ASSETS
Cash and cash equivalents $ 8,718 $ 154,878
Investments 12,446 79,792
TOTAL ASSETS $ 21,164 $ 234,670
LIABILITIES
Due to individuals
Athletic Boosters $ - $ 103,927
Band Boosters - 30,431
Central Office - 12,284
Elementary - 1,966
Upper Elementary - 6,968
Middle School - 32,614
High School - 46,480
TOTAL LIABILITIES -0- $ 234,670
NET ASSETS
Held in trust for scholarships $ 21,164

See accompanying notes to financial statements.



Lake City Area Schools
Fiduciary Fund
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS

Year Ended June 30, 2007

Private
Purpose
Trust Fund
ADDITIONS
Investment earnings
Interest $ 974
Total additions 974
DEDUCTIONS
Scholarships 200
CHANGE IN NET ASSETS 774
Net assets - beginning of year 20,390
Net assets - end of year $ 21,164

See accompanying notes to financial statements.
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Lake City Area Schools have been prepared in conformity with accounting principles
generally accepted in the Unites States of America (GAAP) as applied to governmental units. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles. The District's more significant accounting policies are described
below.

1. Reporting Entity

As required by accounting principles generally accepted in the Unites States of America; GASB Statement No. 14,
The Financial Reporting Entity (as amended by GASB Statement 39); and Statement on Michigan Governmental
Accounting and Auditing No. 5, these financial statements present the financial activities of Lake City Area Schools
(primary government). The District has no activities that would be classified as component units.

2. Basis of Presentation

DISTRICT-WIDE FINANCIAL STATEMENTS

The statement of net assets and the statement of activities (the district-wide statements) present information for
the district as a whole. All non-fiduciary activities of the primary government are included (i.e., fiduciary fund
activities are not included in the district-wide statements). Interfund activity has been eliminated in the preparation
of the district-wide financial statements.

The district-wide and fiduciary fund financial statements are presented using the economic resources
measurement focus, similar to that used by business enterprises or not-for-profit organizations. Because another
measurement focus is used in the governmental fund financial statements, reconciliations are provided that
explain the differences in detail.

The statement of activities presents the direct functional expenses of the District and the program revenues that
support them. Direct expenses are specifically associated with a service, program, or department and are
therefore clearly identifiable to a particular function. Program revenues are associated with specific functions and
include charges to recipients of goods or services and grants and contributions that are restricted to meeting the
operational or capital requirements of that function. Revenues that are not required to be presented as program
revenues are general revenues. This includes all taxes, interest, and unrestricted State aid payments and other
general revenues and shows how governmental functions are either self-financing or supported by the general
revenues of the District.

FUND FINANCIAL STATEMENTS

The governmental fund financial statements present the District’'s individual major funds and aggregated nonmajor
funds. A separate column is shown for each major fund on the balance sheet and statement of revenues,
expenditures, and changes in fund balances. Nonmajor funds are combined and shown in a single column.

All governmental funds are presented using the current financial resources measurement focus. With this
measurement focus, only current assets and current liabilities generally are included on the balance sheet.
Operating statements of these funds present increases (i.e., revenues and other financing sources) and
decreases (i.e., expenditures and other financing uses) in net current assets.

The major funds of the District are:

a. General Fund - The General Fund is used to account for money or other resources provided to the District to
support the educational programs and general operations of the District.

b. Capital Projects Fund - The Capital Projects Fund is used to account for the acquisition of equipment and
construction of facilities by the school district.
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

3. Basis of Accounting

Basis of accounting refers to the timing under which transactions are recognized for financial reporting purposes.
Governmental fund financial statements use the modified accrual basis of accounting. The district-wide and
fiduciary fund financial statements are prepared using the accrual basis of accounting.

Under the accrual basis of accounting, revenue is recorded in the period in which it is earned and expenses are
recorded when incurred, regardless of the timing of related cash flows. Property tax revenue is recognized in the
fiscal year for which it is levied. Revenues for grants, entittements, and donations are recognized when all
eligibility requirements imposed by the provider have been met. Deferred revenue is recorded when resources are
received by the District before it has legal claim to them, such as when grant monies are received prior to the
incurrence of qualified expenditures.

Under the modified accrual basis of accounting, revenues are recognized when susceptible to accrual (i.e., when
they become both measurable and available). "Measurable” means the amount of the transaction can be
determined and "available” means collectible within the current period or soon enough thereafter to be used to pay
liabilities of the current period. Revenues susceptible to accrual include property taxes, state and federal aid, and
interest revenue. Other revenues are not susceptible to accrual because generally they are not measurable until
received in cash. Expenditures are recorded when the related fund liability is incurred, except for principal and
interest on general long-term debt which are recorded when due.

The District reports deferred revenue on its governmental funds balance sheet. Deferred revenues arise when
potential revenue does not meet both the "measurable” and "available™ criteria for recognition in the current period.
Resources are considered available if they are collected during the current fiscal year or soon enough afterward to
be used in payment of current year liabilities - defined as expected to be received within sixty days of year-end.
Deferred revenues also arise when the District receives resources before it has a legal claim to them. In
subsequent periods, when both revenue recognition criteria are met, the liability for deferred revenue is removed
from the balance sheet and revenue is recognized.

4. Budgets and Budgetary Accounting

Budgets are adopted on a basis consistent with accounting principles generally accepted in the Unites States of
America. Annual appropriated budgets are adopted for the General and Special Revenue funds. All unexpended
appropriations lapse at fiscal year end.

The District follows these procedures in establishing the budgetary data reflected in the financial statements:

a. The Superintendent submits to the School Board a proposed operating budget for the fiscal year commencing
on July 1. The operating budget includes proposed expenditures and the means for financing them.

b. Pubiic hearings are conducted to obtain taxpayer comments.

c. Prior to July 1, the budget is legally adopted by School Board resolution pursuant to the Uniform Budgeting
and Accounting Act (P.A. 621 of 1978). The Act requires that the budget be amended prior to the end of the
fiscal year when necessary to adjust appropriations if it appears that revenues and other financing sources will
not be in excess of original estimates. Expenditures shall not be made or incurred, unless authorized in the
budget, in excess of the amounts appropriated.

d. The budgets are legally adopted at the functional level; however, they are maintained at the object level for

control purposes. Any revisions that alter the total expenditures at the functional level must be approved by
the School Board.
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

4. Budgets and Budgetary Accounting - continued

e. Formal budgetary integration is employed as a management control device during the year for the General
and Special Revenue Funds.

f. The budget, as presented, has been amended in a legally permissible manner.

5. Cash, Cash Equivalents, and Investments

Cash and cash eqguivalents consist of checking, savings, money market accounts, pooled investment funds, and
certificates of deposit with an original maturity of 90 days or less. Cash equivalents are recorded at market value.

Investments consist of certificates of deposit with an original maturity of greater than 90 days. Investments are
recorded at market value.

6. Short-term Interfund Receivables/Payables

During the course of operations, numerous transactions occur between individual funds for goods provided or
services rendered. These receivables and payables are classified as "due from other funds" and "due to other
funds” on the governmental funds balance sheet.

7. Due From Other Governmental Units

Due from other governmental units consists of various amounts owed to the District for grant programs and State
Aid payments. The State of Michigan’s funding stream of State Aid payments results in the final two (2) payments,
related to the fiscal year ended June 30, 2007, to be paid in July and August 2007. The total amount of
$1,265,850 due from other governmental units consists of $1,117,210 and $148,640 related to State Aid and grant
and local programs, respectively.

8. Inventories

Inventories are stated at cost on a first inffirst out basis. The Food Services Fund inventory consists of food and
paper goods. Inventory amounts are equally offset by a fund balance reserve which indicates that they do not
constitute "available spendable resources" even though they are a component of net current assets.

9. Capital Assets

Capital assets include land, buildings, equipment, and vehicles and are recorded (net of accumulated depreciation,
if applicable) in the district-wide financial statements. Capital assets are those with an initial individual cost greater
than $5,000 and an estimated useful life of more than one year. Capital assets are not recorded in the
governmental funds. Instead, capital acquisition and construction are reflected as expenditures in governmental
funds, and the related assets are reported in the district-wide financial statements. All purchased fixed assets are
valued at cost where historical records are available and at an estimated historical cost where no historical records
exist. Donated capital assets are valued at their estimated fair market value on the date received.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend asset
lives are not capitalized. Depreciation is computed using the straight-line method over the following useful lives:

Buildings and additions 20 - 50 years
Equipment and furniture 3-20years
Vehicles 8 years

The District has no assets that would be classified as infrastructure assets.
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

10. Compensated Absences

Based on the requirements of GASB Statement No. 16, Accounting for Compensated Absences, the District has
recorded all liabilities associated with compensated absences. Accumulated vested severance amounts and
nonvested severance amounts that are probable to vest and be paid at termination are considered payable from
future resources and are recorded along with the related payroll taxes as a long-term liability in the district-wide
financial statements.

11. Accrued Interest Payable

Accrued interest is presented for long-term obligations in the district-wide statements in two components: the
portion of accrued interest payable that is due within one year is reported as a current liability, the remaining
amount that is not due within one year has been reported as a noncurrent liability. The interest payable on the
Durant Resolution bonds that were due May 15, 2003, 2004, 2005, and 2007, and a portion of the payment that is
due May 15, 2008, is shown as a noncurrent liability due to the State of Michigan deferring these payments until
May 15, 2011.

12. Long-term Obligations

Long-term debt is recognized as a liability in the district-wide statements when incurred. The portion of those
liabilities expected to be paid within the next year is a current liability with the remaining amounts shown as long-
term.

Long-term debt is recognized as a liability of a governmental fund when due or when resources have been
accumulated in the Debt Service Fund for payment early in the following year. For other long-term obligations,
only that portion expected to be financed from expendable available financial resources is reported as a fund
liability of a governmental fund.

13. Property Taxes

Property taxes levied by the District are collected by various municipalities and periodically remitted to the District.
The taxes are levied as of December 1 and are due upon receipt of the billing by the taxpayer. The actual due
date is February 14, after which time the bills become delinquent and penalties and interest may be assessed by
the collecting entity. School District property tax revenues are recognized when levied.

The District levies taxes of $18 per $1,000 of taxable valuation on nonhomestead property for general
governmental services and $2.75 per $1,000 of taxable valuation on the total applicable taxable valuation of all
property within the District for debt service. The District is also permitted to levy additional amounts for
enhancement and/or debt service if voter approval is obtained.

14. State Foundation Revenue

Beginning with the fiscal year ended June 30, 1995, the State of Michigan adopted a foundation grant approach,
which provides for a specific annual amount of revenue per student based on a state wide formula. Prior to the
fiscal year ended June 30, 1995 the State utilized a district power equalizing approach. The foundation is funded
from state and local sources. Revenues from state sources are primarily governed by the School Aid Act and the
School Code of Michigan. The Michigan Department of Education administers the ailocation of state funds to
school districts based on information supplied by the districts. For the year ended June 30, 2007, the foundation
allowance was based on the average of pupil membership counts taken in September 2004, 2005, and 2006 and
February 2004, 2005, and 2006. The average calculation was weighted 75% for the September counts and 25%
for the February counts.
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE A: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

14. State Foundation Revenue - continued

The State portion of the foundation is provided primarily by a state education property tax millage of 6 mills and an
allocated portion of state sales and other taxes. The local portion of the foundation is funded primarily by
nonhomestead property taxes which may be levied at a rate of up to 18 mills. The State revenue is recognized
during the foundation period (currently the fiscal year) and is funded through nine (9) payments made during the
year and two (2) payments made subsequent to year-end. The local revenue is recognized as outlined above
under Property Taxes.

15. State Categorical Revenue

The District also receives revenue from the State to administer certain categorical education programs. State rules
require that revenue earmarked for these programs be expended for its specific purpose. Categorical funds
received which are not expended by the close of the fiscal year are recorded as deferred revenue.

16. County Special Education Revenue Atlocation

The District continued to receive revenue based on excess funds remaining from a County-wide Special Education
millage approved in prior years.

The millage, a one-half mill which was collected by Wexford-Missaukee Intermediate School District (WMISD), was
approved to cover additional, unreimbursable special education costs not covered by grant programs. The amount
available for Lake City Area Schools is based on the District's Taxable Value multiplied by the one-half mill. This
amount is then used to cover the District's unreimbursable costs related to special education children served at
WMISD. If there are any funds left after these unreimbursable costs are covered they are distributed to the District
from WMISD. In any given year, the district may receive a one-half mill distribution or they may receive more or
less than a one-half mill of this special education funding.

17. Interfund Transactions

Transactions that constitute reimbursements to a fund for expenditures initially made from it that are properly
applicable to another fund are recorded as expenditures in the reimbursing fund and as reductions of expenditures
in the fund that is reimbursed. Transfers of resources to other funds are recorded as operating transfers.
Transfers are netted as part of the reconciliation to the district-wide financial statements.

18. Federal Programs

Federal programs are accounted for in the General Fund and specific Special Revenue Funds. The District has
not integrated its Single Audit reports and financial data as part of the financial statements. The Single Audit
reports and financial data will be issued under separate cover as supplementary information to the financial
statements.

19. Comparative Data

Comparative data for the prior year has not been presented in the basic financial statements since their inclusion
would make the statements unduly complex and difficult to read.
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS

In accordance with Michigan Public Act 451 of 1976, Section 1223(1), as amended, the District is authorized to
invest its surplus funds in the following types of investments:

1. Bonds, bills, or notes of the United States; obligations, the principal and interest of which are fully guaranteed
by the United States; or obligations of the State.

2. Certificates of deposit issued by a State or national bank, savings accounts of a State or Federal savings and
loan association, or certificates of deposit or share certificates of a State or Federal credit union organized and
authorized to operate in this State.

3. Commercial paper rated prime at the time of purchase and maturing not more than 270 days after the date of
purchase.

4. Securities issued or guaranteed by agencies or instrumentalities of the United States government.

5. United States government or federal District obligation repurchase agreements.

6. Bankers' acceptances issued by a bank that is a member of the Federal Depository Insurance Corporation.

7. Mutual funds composed entirely of investment vehicles that are legal for direct investment by a School District.

8. Investment pools, as authorized by the Surplus Funds Investment Pool Act, Act No. 367 of the Public Acts of
1982, being sections 129.111 to 129.118 of the Michigan Compiled Laws, composed entirely of instruments
that are legal for direct investment by a School District.

Michigan Public Acts authorize school districts in Michigan to deposit in the accounts of federally insured banks,
credit unions, and savings and loan associations. Deposits of the District are at federally insured banks and credit
unions in the State of Michigan in the name of the School District.

Federal Deposit Insurance Corporation (FDIC), Federal Savings and Loan Insurance Corporation (FSLIC), and the
National Credit Union Administration reguiations provide that deposits of governmental units are to be separately
insured for savings deposits and demand deposits up to $100,000 each. Furthermore, if specific deposits are
regulated by statute or bond indenture, these specific deposits are to be separately insured for the amount of
$100,000. Michigan School Code Section 1223 allows that security in the form of collateral, surety bond, or
another form may be taken for the deposits or investments of a school district in a bank, savings and loan
association, or credit union.

Deposits

There is a custodial credit risk as it relates to deposits. In the case of deposits, this is the risk that in the event of a
bank failure, the District's deposits may not be returned to it. As of June 30, 2007, the carrying amount of the
District's deposits was $1,643,802 and the bank balance was $1,782,636 of which $400,000 was covered by
federal depository insurance. The balance of $1,382,636 was uninsured and uncollateralized. The District had
$100 of imprest cash on hand.
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS - CONTINUED

Investments

As of June 30, 2007, the District had the following investments:

‘ Weighted Average
Investment type Fair value Bank Balance Maturity (vears)
Uncategorized pooled investments
Michigan liquid asset fund plus
Cash management funds $ 773,991 $ 773,991 N/A
Fixed income portfolio 500,000 500,000 2 Days

$ 1273911 3 1,273,911

Credit Risk

State law limits investments in certain types of investments to a prime or better rating issued by nationally
recognized statistical rating organizations (NRSRO's). As of June 30, 2007, the District's investment in the
uncategorized pooled investment (the Michigan Liquid Asset Fund Plus) was rated AAA by Standard and Poor’s.

Interest rate risk

The District will minimize interest rate risk, which is the risk that the market value of securities in the portfolio will
fall due to changes in market interest rates, by structuring the investment portfolio so that securities mature to meet
cash requirements for ongoing operations, thereby avoiding the need to sell securities in the open market and
investing operating funds primarily in shorter-term securities, liquid asset funds, money market mutual funds, or
similar investment pools and limiting the average maturity in accordance with the District's cash requirements.

Concentration of credit risk

The District will minimize concentration of credit risk, which is the risk of loss attributed to the magnitude of the
District's investment in a single issuer, by diversifying the investment portfolio so that the impact of potential losses
from any one type of security or issuer will be minimized.

Custodial credit risk

The District will minimize custodial credit risk, which is the risk of loss due to the failure of the security issuer or
backer, by limiting investments to the types of securities authorized by the Board and pre-qualifying the financial
institutions, broker/dealers, intermediaries and advisors with which the District will do business in accordance with
Board approved policy.

As of June 30, 2007, the cash and cash equivalents and investments referred to above have been reported in
either the cash and cash equivalents or investments captions in the basic financial statements in the following
categories:

Governmental Fiduciary Total Primary

Activities Funds Government
Cash and cash equivalents $ 2129569 $ 163,596 $ 2,293,165
Investments 532,410 92,238 624,648
$ 2661979 $§ 255834 § 2917.813
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS - CONTINUED

Custodial credit risk - continued

Due to significantly higher cash flow at certain periods during the year, the amount the District held as cash, cash
equivalents and investments increased significantly. As a result, the amount of uninsured and uncollateralized
cash, cash equivalents, and investments were substantially higher at these peak periods than at year-end.

NOTE C: CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2007 was as follows:

Balance Balance
July 1, 2006 Additions Deletions June 30, 2007
Governmental activities
Capital assets not being depreciated
Land $ 382,782 $ - $ - $ 382,782
Capital assets being depreciated
Buildings and additions 7,179,853 5,235 - 7,185,088
Equipment, furniture, and other assets 1,101,809 82,114 78,057 1,105,866
Vehicles 1,023,312 60,105 16,161 1,067,256
Subtotal of capital assets
being depreciated 9,304,974 147,454 94,218 9,358,210
Less accumulated depreciation for:
Buildings and additions ( 3,627,418) 138,432 ) -) ( 3,765,850 )

( (
Equipment, furniture, and other assets  ( 550,256 ) ( 52,216 ) ( -) | 602,472 )
Vehicles ( 713,787 ) _( 84,070 ) _( 16,161 ) (781,696 )
Subtotal (4891461 ) _( 274718) _( 16,161 ) _( 5,150,018 )
Net capital assets
being depreciated 4,413,513 ( 127,264 ) 78,057 4,208,192
Capital assets, net $ 4796295 $( 127,264 ) § 78057 § 4590974

Depreciation expense was not allocated to governmental functions. It appears on the statement of activities as
“unallocated”.

-18 -



Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE D: LONG-TERM DEBT

The following is a summary of changes in long-term debt obligations of the District for the year ended June 30,
2007.

Amounts

Balance Balance Due within

July 1, 2006 Additions Deletions June 30, 2007 One Year
1984 Sewer Assessment 3 18,584 § - 3 2323 $ 16,261 3 2,323
1991 Sewer Assessment 3,647 - 271 3,376 271
2004 Refunding Bonds 2,940,000 - 605,000 2,335,000 645,000
1998 Durant Resolution Bonds 42,596 - - 42,596 -
Severance Pay 216,154 - 22,792 193,362 64.454

$3220981 $  -0- $ 630386 500595 § 712,048
Significant details regarding outstanding long-term debt (including current portions) are presented below:

General Obligation Bonds

$69,690 1984 Sewer Assessment dated August 1, 1984, due in annual installments of
$2,323 through August 1, 2013, with interest at 8.75 percent, payable annually. $ 16,261

$7,440 1991 Sewer Assessment dated August 1, 1991, due in annual installments of
$271 through August 1, 2019, with interest at 8.75 percent, payable annually. 3,376

$4,050,000 2004 Refunding Bonds dated March 30, 2004, due in annual installments

ranging from $340,000 to $685,000 through May 1, 2011, with interest ranging from

2.50 to 3.25 percent, payable semi-annually. 2,335,000
2.354

Resolution Bonds

$72,140 1998 Durant Resolution Bonds dated November 15, 1998, due in annual
installments ranging from $4,014 to $24,924 with interest of 4.761353 percent, payable
annually. The annual debt service payments related to these bonds is paid through an
annual appropriation from the State of Michigan. The State of Michigan has
suspended payment until May 15, 2009. $ 42,596

Advance Refunding - Prior

On March 4, 2004 the District defeased the 1993 Refunding Bonds, which is due and payable May 1, 2004 through
May 1, 2013. This was accomplished by establishing an irrevocable trust with an escrow agent composed of cash
and U.S. government securities sufficient to meet the applicable principal and interest obligations. The District
issued General Obligation 2004 Refunding Bonds in the amount of $4,050,000 and contributed $659,228 from the
Debt Service Fund to provide resources to fund the escrow amounts and pay the costs of issuance of the
refunding bonds. Accordingly, the trust account assets and liabilities for the defeased bonds are not included in
the District’s financial statements. At June 30, 2007, bonds due and payable May 1, 2008 through May 1, 2013 for
the 1993 Refunding Bonds in the amount of $3,205,000 are considered defeased.
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NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE D: LONG-TERM DEBT - CONTINUED

Severance Pay - In recognition of services to the District, a severance payment is made to eligible employees
according to their respective employment contracts.

Under GASB Statement No. 16 requirements, the District has elected to implement the "vesting" method of
calculating the compensated absences liability. The amounts accumulated for all employees currently vested are
calculated along with an amount for other employees who currently are not vested but are probable to vest in
future years. The amounts for employees who currently are not vested are calculated taking total unused sick pay
amounts at June 30, 2007, for all nonvested employees and multiplying it by a historical termination percentage.
This percentage is based on an estimate of the percentage of employees who have terminated employment fully
vested in the past five (5) years.

A summary of the calculated amounts of accrued severance pay and related payroll taxes as of June 30, 2007,
which have been recorded in the district-wide financial statements, is as follows:

Vested Nonvested
Employees Employees Total
Severance pay $ 129446 $ 50,175 $§ 179,621
Payroll taxes 9,903 3,838 13,741

$ 139349 $ 54013 § 193362

The annual requirements to pay the debt principal and interest outstanding for the Long-Term Debt are as follows:

Year Ending

June 30 Durant Resolution Bonds General Obligation Debt

Principal Interest Principal Interest
2008 $ - $ - $ 647,594 $ 67,527
2009 4,015 1,051 667,594 51,176
2010 4,206 860 687,594 32,683
2011 24,924 9,112 342,594 11,884
2012 4,616 450 2,594 810
2013-2017 4,835 230 6,001 1,257
2018-2022 - - 666 103

$ 42596 $ 11,703 $ 2354637 $ 165.440

The Durant Resolution Bonds referred to above are bonds whose future debt service payments by the District are
contingent on an annual State of Michigan appropriation. This is the only revenue source for making the annual
debt service payments on these bonds. If the legislature of the State of Michigan fails to appropriate the funds, in
any particular year, the District is under no obligation for payment of that year’'s debt obligation. The State of
Michigan has suspended payments on these bonds until May 15, 2009. It appears this suspension will have no
financial impact on Lake City Area Schools in the future.
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE E: INTERFUND RECEIVABLES AND PAYABLES

The amount of interfund receivables and payables at June 30, 2007, are as follows:

Due to nonmajor funds from

General Fund $ 15465

Amounts appearing as interfund payables and receivables arise from two types of transactions. One type of
transaction is where a fund will pay for a good or service that at least a portion of the benefit belongs to another
fund. The second type of transaction is where one fund provides a good or service to another fund. Balances at
the end of the year are for transfers that have not cleared as of the balance sheet date.

NOTE F: INTERFUND TRANSFERS

Permanent reallocation of resources between funds of the reporting entity is classified as interfund transfers.
For the purpose of the statement of activities, all interfund transfers between individual governmental funds have
been eliminated.

Transfers to Capital Projects Fund from:

General Fund $ 200.000

Transfers to nonmajor governmental funds from:

General Fund $ 266,210

NOTE G: EMPLOYEE RETIREMENT SYSTEM

All of the District's employees, except students, are eligible to participate in the State wide Michigan Public School
Employees' Retirement System (MPSERS), a multiple-employer, cost-sharing, State wide public employee
retirement system. The MPSERS issues a publicly available financial report that includes financial statements and
required supplementary information for the Plan. The report for the fiscal year-end September 30, 2006, the last
year available, may be obtained by contacting the State of Michigan, Department of Management and Budget.

The payroll for employees covered by the MPSERS for the year ended June 30, 2007, was $5,807,434 of which
$4,929,016 was for members who have elected the MIP option; the District's total payroll was $5,860,816.

Effective January 1, 1987, Act 91 of the Public Acts of 1985 established a voluntary contribution to the Member
Investment Plan (MIP). Employees first hired before January 1, 1990, made a one-time irrevocable election to
contribute to the tax deferred MIP. For a limited period ended January 1, 1993, an active Basic Plan member may
have enrolled in MIP by repaying the contributions and interest that would have been made had MIP enroliment
occurred initially prior to January 1, 1990. Employees first hired on or after January 1, 1990, will automatically be
included in MIP.

Members in MIP may retire at any age after attaining thirty years of credited service, or at age sixty while still
working with a minimum total of five (5) years of credited service, with credited service in each of the five (5) school
fiscal years immediately preceding the retirement allowance effective date. The retirement allowance is calculated
using a formula of 1.5% of the member’s final average compensation multiplied by the total number of years of
credited service.

Employees who did not elect the MIP option fall under the MPSERS Basic Plan and may retire after attaining age
sixty with ten (10) years of credited service; or attaining age fifty-five with thirty or more years of credited service; or
attaining age fifty-five while still working with at least fifteen (15) but fewer than thirty years of credited service in
each of the five (5) school fiscal years immediately preceding the retirement allowance effective date.
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June 30, 2007

NOTE G: EMPLOYEE RETIREMENT SYSTEM - CONTINUED

The retirement allowance is computed using a formula of 1.5% of the average of the highest total earnings during a
period of sixty consecutive months (five (5) years) multiplied by the total years to the nearest tenth of a year of
credited service.

The MPSERS also provides death and disability benefits and health and medical, dental, vision, and hearing
insurance coverage. Benefits are established by State statute.

Employees who selected MIP on or before December 31, 1989, contributed 4% from January 1, 1987, to
December 31, 1989, and 3.9% thereafter. Employees first hired on or after January 1, 1990, are required to
contribute based on a graduated wage; 3% of the first $5,000; 3.6% of $5,001 through $15,000; 4.3% of all wages
over $15,000.

For the period of July 1, 2006 to September 30, 2006, the District was required by State statute to contribute
16.34% of covered compensation for ali wages to the Plan. For the period of October 1, 2006 to June 30, 2007 the
District was required by State statute to contribute 17.74% of covered compensation for all wages to the Plan. The
total amount contributed to the Plan for the year ended June 30, 2007, and the previous two (2) years is as follows:

MIP District Total
June 30, Contributions Contributions Contributions
2007 $ 185,091 $ 1,013,645 $ 1,198,736
2006 197,626 937,759 1,135,385
2005 183,863 797,940 981,803

The following represents contributions as a percentage of the applicable covered payroll for the current and
preceding two (2) years:

MIP District
June 30, Contributions Contributions
2007 4.0% 17.5%
2006 4.0 16.0
2005 4.0 14.4

NOTE H: FUND BALANCE RESERVES AND DESIGNATIONS

Reserved fund balance is used to earmark a portion of fund balance to indicate that it is not appropriate for
expenditures or has been legally segregated for a specific future use. Designated fund balance indicates that
portion of the fund balance which the District has set aside for specific purposes.

The following are the fund balance reserves as of June 30, 2007:

General Fund

Reserved for inventories and prepaids $ 23017

Nonmajor governmental funds
Reserved for inventories and prepaids $ 6,142
Reserved for debt service 138,542
$ 144684
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June 30, 2007

NOTE H: FUND BALANCE RESERVES AND DESIGNATIONS-CONTINUED

The following are the fund balance designations as of June 30, 2007:

General Fund
Designated for subsequent year's expenditures $ 373,995

Nonmajor governmental funds
Designated for subsequent year's expenditures $ 7,620

NOTE I: RESTRICTED NET ASSETS

Restrictions of net assets shown in the District-wide financial statements indicate that restrictions imposed by
the funding source or some other outside source which precludes their use for unrestricted purposes. The
following is the net asset restriction as of June 30, 2007:

Governmental activities
Restricted for debt service $ 118,778

NOTE J: FLEXIBLE BENEFITS PLAN

in October, 1993, the District approved by Board action to implement a flexible benefits cafeteria plan established
under Section 125 of the Internal Revenue Code. The Plan, available to all employees, permits them to reduce
his/her salary and put these amounts into a flexible benefits account up to certain limits. The plan allows the
employee to reduce their salary and apply it to required premium payments. A participating employee may elect
instead a cash alternative to supplement salary compensation in lieu of a nontaxable health benefit. An
employee’s elected cash alternative will be considered a taxable benefit under the Flexible Benefit Plan.

The Plan is administered by Lake City Area Schools.

NOTE K: RISK MANAGEMENT

The District participates in a pool, the MASB-SEG Property and Casualty Pool with other school districts for boiler,
property, fleet, liability, in-land marine, crime, employee dishonesty, and errors and omissions. The pool is
organized under Public Act 138 of 1982, as amended as a governmental group property and casualty self
insurance pool. In the event the pool's claims and expenses for a policy year exceed the total normal annual
premiums for said years, all members of the specific pool's policy year may be subject to special assessment to
make up the deficiency. The District has not been informed of any special assessments being required.

The District also participates in a pool, the SEG Self-Insured Workers’ Disability Compensation Fund, with other
school districts for workers’ compensation losses. The pool is organized under Public Act 317 of 1969, as
amended. In the event the pool’s claims and expenses for a policy year exceed the total normal annual premiums
for said years, all members of the specific pool’s policy year may be subject to special assessment to make up the
deficiency. The District has not been informed of any special assessments being required.

NOTE L: SPECIAL EDUCATION UNDERFUNDING SETTLEMENT

Prior to the current year the Durant vs. State of Michigan case was settled and the State was required to reimburse
each plaintiff and nonplaintiff District an agreed upon amount for past underfunding of special education. Lake City
Area Schools, a nonplaintiff District, was awarded $144,279 in the settlement. The funds are being paid as
follows:
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Lake City Area Schools
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE L: SPECIAL EDUCATION UNDERFUNDING SETTLEMENT - CONTINUED

a. One-half is being paid over the next ten (10) years, which began November 15, 1998. The restrictions on use
of these funds are detailed within State School Aid Act, Section 11F(6). These funds are recorded within the
General Fund as categorical State Aid. At the end of the current year all these funds had been expended.

b. One-half is being paid over the next fifteen (15) years, which began May 15, 1999. The District borrowed this
portion of the settlement amount through the Michigan Municipal Bond Authority on November 15, 1998.
These funds were recorded as bond proceeds in the Capital Projects Fund. The bond proceeds may be used
for any purpose specified in Section 1351 (a) of the Revised School Code. The debt service payments for
these bonds are to be made through an annual legislative appropriate. If the State of Michigan legislature fails
to make the annual appropriation the District is under no obligation for the debt payments for that year. The
District has pledged the annual State payments to the Michigan Municipal Bond Authority for payment of debt
service. ~

NOTE M: PRIOR PERIOD ADJUSTMENT
The following prior period adjustment was made during the year, which was the resuit of a correction of an

accounting error. This adjustment was reported as a change to beginning fund balance. The effect on operations
and other affected balances for the current and prior period are as follows:

June 30,
2007 2006 Description
General Fund
Due from other governmental units $ - $ 58,508 To correct understated
Revenue over (under) expenditures - 58,508 receivable
Fund balance - beginning 58,508 -

NOTE N: RESTATEMENT OF NET ASSETS

The restated beginning net assets reflect the correction of an understated receivable balance for the governmental
activities.

Net assets as of June 30, 2006 $ 4,381,610
Understated due from other governmental units 58,508
Restated net assets as of June 30, 2006 $ 4440118

NOTE O: EXPENDITURES OVER APPROPRIATIONS

The approved budgets of the District have been adopted at the activity level for the General Fund and the total
expenditure level for the major Special Revenue Funds.

During the year ended June 30, 2007, the District incurred expenditures in one (1) Special Revenue fund in excess
of the amounts appropriated as follows:

Amounts Amounts
Appropriated Expended Variance
Nonmajor governmental funds
Food Service $ 556,995 $ 560,328 $ 3,333
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Lake City Area Schools
General Fund
BUDGETARY COMPARISON SCHEDULE

Year Ended June 30, 2007

Budgeted Amounts Variance with
Final Budget
Positive
Original Final Actual (Negative)
REVENUES
Local sources $ 2,496,200 $ 2,588,760 $ 2,565,088 $ (23,672)
State sources 6,723,554 6,804,981 6,841,214 36,233
Federal sources 496,500 460,873 474,425 13,552
OTHER FINANCING SOURCES
County special education allocation 191,800 191,800 201,332 9,632
TOTAL REVENUES AND OTHER
FINANCING SOURCES 9,908,054 10,046,414 10,082,059 35,645
EXPENDITURES
INSTRUCTION
Basic programs
Elementary 2,390,047 2,480,006 2,473,615 6,391
Middle school 1,325,525 1,321,878 1,277,512 44,366
High School 1,478,741 1,492,545 1,445,476 47,069
Summer School 8,690 5,680 5,674 6
Total basic programs 5,203,003 5,300,109 5,202,277 97,832
Added needs
Special education 572,485 587,120 563,510 23,610
Compensatory education 336,800 375,910 333,344 42 566
Total added needs 909,285 963,030 896,854 66,176
TOTAL INSTRUCTION 6,112,288 6,263,139 6,099,131 164,008
SUPPORTING SERVICES
Student services
Guidance services 245,770 244,850 240,532 4,318
Social work services 157,821 165,270 159,489 5,781
Total student services 403,591 410,120 400,021 10,099
Instructional staff
Improvement of instruction 99,750 105,467 91,454 14,013
Media services 198,106 192,300 183,608 8,692
Total instructional staff 297,856 297,767 275,062 22,705
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Lake City Area Schools
General Fund
BUDGETARY COMPARISON SCHEDULE - CONTINUED

Year Ended June 30, 2007

Budgeted Amounts Variance with
Final Budget
Positive
Original Final Actual (Negative)
SUPPORTING SERVICES - CONTINUED
General administration
Board of education $ 70,810 $ 73,110 $ 43303 §$ 29,807
Executive administration 206,765 216,855 204,401 12,454
Total general administration 277,575 289,965 247,704 42,261
School administration 760,190 766,035 749,650 16,385
Business
Fiscal services 106,895 127,580 121,245 6,335
Other business services 16,945 31,145 22,001 9,144
Total business 123,840 158,725 143,246 15,479
Operations and maintenance 997,520 1,020,536 961,131 59,405
Transportation 612,000 635,150 574,296 60,854
Other supporting services
Information services 219,700 220,275 190,974 29,301
TOTAL SUPPORTING SERVICES 3,692,272 3,798,573 3,542,084 256,489
DEBT SERVICE
Principal retirement 2,595 2,595 2,594 1
TOTAL EXPENDITURES 9,807,155 10,064,307 9,643,809 420,498
OTHER FINANCING USES
Transfers to other funds 538,110 489,815 466,210 23,605
TOTAL EXPENDITURES AND
OTHER FINANCING USES 10,345,265 10,554,122 10,110,019 444 103
NET CHANGE IN FUND BALANCE (437,211) (507,708) (27,960) 479,748
Fund balance, beginning of year 2,261,008 2,261,008 2,261,008 -0-
Prior period adjustment - - 58,508 58,508
Fund balance, end of year $1,823,797 $1,753,300 $ 2201556 § 538,256

-26 -



OTHER SUPPLEMENTARY INFORMATION



ASSETS
Cash and cash equivalents
Due from other funds
Inventories

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable

FUND BALANCES
Reserved for
Inventories
Debt service
Unreserved
Designated for subsequent
years expenditures
Undesignated, reported in
Special revenue funds

TOTAL FUND BALANCES

TOTAL LIABILITIES
AND FUND BALANCES

Lake City Area Schools
Nonmajor Governmental Funds
COMBINING BALANCE SHEET

June 30, 2007

Debt Service
Special Revenue Funds Fund
2004
Food Refunding
Service Athletics Bonds Total
$ 29,482 $ 15 $ 138,542 $ 168,039
15,465 - - 15,465
6,142 - - 6,142
$ 51,089 $ 15 $ 138,542 $ 189,646
$ 7,979 $ - $ - $ 7979
6,142 - - 6,142
- - 138,542 138,542
7,620 - - 7,620
29,348 15 - 29,363
43,110 15 138,542 181,667
$ 51,089 $ 15 $ 138,542 $ 189,646
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Lake City Area Schools

Nonmajor Governmental Funds

COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN

FUND BALANCES

Year Ended June 30, 2007

Debt Service
Special Revenue Funds Fund
2004
Food Refunding
Service Athletics Bonds Total
REVENUES
Local sources $ 160,726 $ 27,198 $ 737,480 $ 925,404
State sources 38,638 - - 38,638
Federal sources 341,484 - - 341,484
OTHER FINANCING SOURCES
Transfers from other funds - 266,210 - 266,210
TOTAL REVENUES AND OTHER
FINANCING SOURCES 540,848 293,408 737,480 1,671,736
EXPENDITURES
Current
Food service 560,328 - - 560,328
Athletics - 293,471 - 293,471
Debt service
Principal retirement - - 605,000 605,000
Interest, fiscal and other charges - - 96,642 06,642
TOTAL EXPENDITURES 560,328 293,471 701,642 1,655,441
NET CHANGE IN FUND BALANCES (19,480) (63) 35,838 16,295
Fund balances, beginning of year 62,590 78 102,704 165,372
Fund balances, end of year $ 43110 $ 15 $§ 138542 $ 181,667
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Education
Lake City Area Schools
Lake City, Michigan

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Lake City Area Schools as of and for the year ended June 30, 2007, and have
issued our report thereon dated August 30, 2007. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internai Control Over Financial Reporting

In planning and performing our audit, we considered Lake City Area Schools’ internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the District's internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the District's
internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control over financial reporting that might
be significant deficiencies or material weaknesses. However, as discussed below, we identified certain
deficiencies in internal control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
District’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a misstatement of the
District’s financial statements that is more than inconsequential will not be prevented or detected by the District's
internal control. We consider the following deficiencies to be significant deficiencies in internal control over
financial reporting.

2007-1 PRIOR PERIOD ADJUSTMENTS

Condition: As indicated in the basic financial statements, a material amount was recorded as a prior period
adjustment in the current year to correct an error from the prior year.

Criteria: This error was not detected by the District's internal control over financial reporting in the prior year.

Effect. The prior year financial statements contained a material misstatement that was not detected by
management until after the June 30, 2006 financial statements were issued.

Recommendation: We recommend the District review procedures in the areas where this error was noted and
take steps to ensure that there is no recurrence of similar issues.

East Lansing = Rochester Hills = St. Johns
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2007-1 PRIOR PERIOD ADJUSTMENTS - CONTINUED

Corrective Action Response: Management of the District is currently reviewing procedures related to identification
and correction of potential errors in the financial statements. Management did discover this error prior to the
commencement of the current year audit and posted the necessary entries to correct the prior year amounts.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected by
the District’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. We believe that the significant deficiency described above as 2007-1 is a
material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of
our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed an instance of
noncompliance or other matters that are required to be reported under Government Auditing Standards and which
are described below.

2007-2 BUDGETS

Condition: As noted in the financial statements, some of the activities and funds of the District exceeded the
amounts appropriated. The variance noted was in the Food Service (Special Revenue) fund.

Criteria: Michigan Public Act 621 of 1978, as amended, provides that the District adopt formal budgets for all
applicable General and Special Revenue Funds, and shall not incur expenditures in excess of the amounts
appropriated. Also, the Public Act requires amendments to be performed prior to incurring additional
expenditures.

Effect: The District has not maintained adequate control over budgetary compliance in accordance with State law
in the fund where the overage occurred.

Recommendation: We recommend the District monitor expenditures against adopted budgets in ali applicable
funds and make appropriate budget amendments as needed.

Corrective Action Response: Management of the District is currently reviewing procedures related to budgetary
compliance in accordance with State law.

The District’'s responses to the findings identified in our audit are described above. We did not audit the District’s
responses and, accordingly, we express no opinion on them.

This report is intended solely for the information and use of the administration, the Board of Education of Lake City

Area Schools, others within the District, the pass-through entities, and Federal awarding agencies and is not
intended to be and should not be used by anyone other than these specified parties.

ﬁﬁ { .!%ﬂc.

ABRAHAM & GAFFNEY, P.C.
Certified Public Accountants

August 30, 2007
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE
TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Education
Lake City Area Schools
Lake City, Michigan

Compliance

We have audited the compliance of Lake City Area Schools with the types of compliance requirements described
in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that are applicable
to the major Federal program for the year ended June 30, 2007. Lake City Area Schools' major Federal program
is identified in the summary of auditor's results section of the accompanying schedule of findings. Compliance with
the requirements of laws, regulations, contracts and grants applicable to the major Federal programs are the
responsibility of Lake City Area Schools' management. Our responsibility is to express an opinion on Lake City
Area Schools' compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America; the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Nonprofit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of compliance
requirements referred to above that could have a direct and material effect on a major Federal program occurred.
An audit includes examining, on a test basis, evidence about Lake City Area Schools' compliance with those
requirements and performing such other procedures, as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on Lake City Area Schools' compliance with those requirements.

In our opinion, Lake City Area Schools complied, in all material respects, with the requirements referred to above
that are applicable to the major Federal program for the year ended June 30, 2007.

Internal Control Over Compliance

The management of Lake City Area Schools is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts and grants applicable to Federal
programs. In planning and performing our audit, we considered Lake City Area Schools’ internal control over
compliance with requirements that could have a direct and material effect on the major Federal programs in order
to determine our auditing procedures for the purpose of expressing our opinion on compliance, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of Lake City Area Schools’ internal control over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or operation of a control
does not allow management or employees, in the normal course of performing their assigned functions, to prevent
or detect noncompliance with a type of compliance requirement of a Federal program on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
entity’s ability to administer a Federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a Federal program that is more than inconsequential will
not be prevented or detected by the entity’s internal control.

East Lansing = Rochester Hills = St. Johns
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A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that material noncompliance with a type of compliance requirement of a Federal program will
not be prevented or detected by the entity’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first paragraph
of this section and would not necessarily identify all deficiencies in internal control that might be significant
deficiencies or material weaknesses. We did not identify any deficiencies in internal control over compliance that
we consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Lake City Area Schools as of and for the year ended June 30, 2007, and have
issued our report thereon dated August 30, 2007. Our audit was performed for the purpose of forming opinions on
the financial statements that collectively comprise Lake City Area Schools’ basic financial statements. The
accompanying schedule of expenditures of Federal awards is presented for purposes of additional analysis as
required by OMB Circular A-133 and is not a required part of the basic financial statements. Such information has
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion,
is fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

This report is intended solely for the information and use of the Board of Education and administration of Lake City

Area Schools, the pass-through entities, and the Federal awarding agencies and is not intended to be and should
not be used by anyone other than these specified parties.

Crakgon .’% Ac.
ABRAHAM & GAFFNEY, P.C.

Certified Public Accountants

August 30, 2007



Lake City Area Schools

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the Year Ended June 30, 2007

Restated {(Memo Only)
Federal Pass-Through Program Restated
Federal Grantor / Pass-Through Grantor CFDA Grantor's or Award Prior Years'
Program Title Number Number Amount Expenditures
U.S. DEPARTMENT OF EDUCATION
Passed Through State Department of Education
E.S.E.A Title | 84.010
2006-07 Part A 0615300506 $ 300,571 $ -
2005-06 Part A Carryover 0615300607 565 -
2005-06 Part A 0615300506 332,115 292,075
633,251 292,075
Title V 84.298
2006-07 0702500607 4,752 -
Technology Literacy Challenge Grants 84.318
2006-07 Ed Tech 0642900607 3,419 -
2005-06 Ed Tech 0642900506 2,787 229
2006-07 Ed Tech 0742900607 73,075 -
79,281 229
Improving Teacher Quality 84.367
2006-07 0705200607 94,456 -
2006-07 0605200607 6,434 -
2005-06 0605200506 90,708 84,647
191,598 84,647
Drug-Free Program 84.186
2006-07 0728600607 7,110 -
2005-05 0628600506 9,230 5,239
16,340 5,239
TOTAL U.S. DEPARTMENT OF EDUCATION 925,222 382,190
U.S. DEPARTMENT OF HEALTH
AND HUMAN SERVICES
Passed through State Department
of Human Services
Promoting Safe and Stable Families 93.556
2006-07 Subpart 2 School Services SFSC 06-57002-2 21,500 -
2005-06 Subpart 2 School Services SFSC 06-57002-1 21,500 17,085
43,000 17,085



Restated

Balance Balance
July 1, 2006 Cash June 30, 2007
Accrued or Receipts Accrued or

(Deferred) In-Kind (Deferred)

Revenue Payments Expenditures Revenue

$ - $ 220,429 $ 286,553 $ 66,124
- 565 565 -0-
75,823 115,863 40,040 -0-
75,823 336,857 327,158 66,124
- 4,752 4,752 -0-

- 2,316 2,316 -0-

229 343 114 -0-

- 1,562 2,199 637

229 4,221 4,629 637

- 55,190 88,793 33,603

- 6,434 6,434 -0-
21,921 27,982 6,061 - -0-
21,921 89,606 101,288 33,603
- 2,798 4,807 2,009

466 1,053 1,392 805
466 3,851 6,199 2,814
98,439 439,287 444,026 103,178
- 13,624 17,369 3,745
1,815 6,230 4,415 -0-
1,815 19,854 21,784 3,745



Lake City Area Schools

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS - CONTINUED

For the Year Ended June 30, 2007

Restated
Federal Pass-Through Program (Memo Only)
Federal Grantor / Pass-Through Grantor CFDA Grantor's or Award Prior Years'
Program Title Number Number Amount Expenditures
U.S. DEPARTMENT OF HEALTH
AND HUMAN SERVICES - CONTINUED
Pass through State Department
of Community Health
Medicaid Administrative Outreach 93.778 N/A $ 8,615 $ -
TOTAL U.S. DEPARTMENT OF HEALTH
AND HUMAN SERVICES 51,615 17,085
U.S. DEPARTMENT OF AGRICULTURE
Passed Through State Department of Education
School Breakfast Program 10.553
2006-07 071970 74,134 -
2005-06 061970 71,136 64,473
145,270 64,473
National School Lunch Program 10.555
2006-07 071950,071960 206,976 -
2005-06 061950,061960 229,572 203,315
436,548 203,315
Food Donation 10.550
Entitlement commaodities 57020 27,316 -
Bonus commodities 57020 138 -
27,454 -0-
TOTAL U.S. DEPARTMENT OF AGRICULTURE 609,272 267,788
TOTAL FEDERAL AWARDS $ 1,586,109 $ 667,063




Restated

Balance Balance
July 1, 2006 Cash June 30, 2007
Accrued or Receipts Accrued or
(Deferred) In-Kind {Deferred)

Revenue Payments Expenditures Revenue

$ - $ 8,615 $ 8,615 $ -0-
1,815 28,469 30,399 3,745
- 74,134 74,134 -0-

- 6,663 6,663 -0-

-0- 80,797 80,797 -0-

- 206,976 206,976 -0-

- 26,257 26,257 -0-

-0- 233,233 233,233 -0-

- 27,316 27,316 @ -0-

- 138 138 -0-

-0- 27,454 27,454 -0-
-0- 341,484 341,484 -0-

$ 100254 $ 809,240 $ 815909 ® § 106,923

(d) (9



Lake City Area Schools
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

June 30, 2007

NOTE A: BASIS OF PRESENTATION

The accompanying Schedule of Expenditures of Federal Awards includes the Federal grant activity of Lake City
Area Schools and is presented on the modified accrual basis of accounting. The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133, Audits of States, Local Governments, and
Nonprofit Organizations.

NOTE B: SUMMARY OF SIGNIFICANT EXPLANATIONS OF SCHEDULE

The following descriptions identified below as (a) through (g) represent explanations that cross reference to
amounts on the Schedule of Expenditures of Federal Awards.

(a)

(b)

(c)

(d)

(e)
()
(9)

The current year expenditures for the Food Donation Program are determined based on the 2002/03
guidance provided in the Michigan Department of Education Administrative Policy Number 7. The amounts
reported in this schedule as commodities received were taken from the Recipient Entitement Balance
Report which is in agreement in all material respects with the District’s reported amounts.

The expenditures reported in this schedule are in agreement with the amounts reported in the financial
statements and financial reports. The financial reports tested, including claims for advances and
reimbursements, were materially correct, complete, accurate, and timely and contain information that is
supported by the books and records from which the financial statements have been prepared.

The amount of out of conditioned commodities due to spoilage or shrinkage included in expenditures is
immaterial to the Schedule of Expenditures of Federal Awards taken as a whole.

The amounts reported in this schedule as cash received are in agreement with the current payment amounts
in the Grants Section Auditor's Report.

Denotes program tested as “major program”.
Denotes programs required to be clustered by the United States Department of Agriculture.

Agrees to total revenues from Federal sources per financial statements.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Education
Lake City Area Schools
Lake City, Michigan

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Lake City Area Schools as of and for the year ended June 30, 2007, and have
issued our report thereon dated August 30, 2007. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroiler General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Lake City Area Schools’ internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the District's internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the District's
internal control over financial reporting.

Our consideration of internal contro! over financial reporting was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in internal control over financial reporting that might
be significant deficiencies or material weaknesses. However, as discussed below, we identified certain
deficiencies in internal control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
District’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a misstatement of the
District’s financial statements that is more than inconsequential will not be prevented or detected by the District's
internal control. We consider the deficiency described Finding 2007-1 in the accompanying Schedule of Findings
to be a significant deficiency in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected by
the District’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. However, we believe that Finding 2007-1 of the significant deficiencies
described in the schedule of findings and questioned costs is a material weakness.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of
our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed an instance of
noncompliance or other matters that is required to be reported under Government Auditing Standards and which is
described in the accompanying Schedule of Findings as Finding 2007-2.

The District's responses to the findings identified in our audit are described above. We did not audit the District's
responses and, accordingly, we express no opinion on them.

This report is intended solely for the information and use of the administration, the Board of Education of Lake City

Area Schools, others within the District, the pass-through entities, and Federal awarding agencies and is not
intended to be and should not be used by anyone other than these specified parties.

M .’% A,

ABRAHAM & GAFFNEY, P.C.
Certified Public Accountants

August 30, 2007



Lake City Area Schools
SCHEDULE OF FINDINGS

For the Year Ended June 30, 2007

Section | - Summary of Auditor’s Results

Financial Statements
Type of auditor’s report issued: Unqualified
Internal control over financial reporting:

Material weakness(es) identified? X Yes No

Significant deficiency(ies) identified that are not
considered to be material weakness(es)? X Yes _ None reported

Noncompliance material to financial statements noted? Yes X No

Federal Awards
Internal control over major programs:

Material weakness(es) identified? Yes X No

Significant deficiency(ies) identified that are not
considered to be material weakness(es)? Yes X None reported

Type of auditor’s report issued on compliance for major programs: Unqualified

Any audit findings disclosed that are required to be reported in
accordance with Section 510(a) of Circular A-1337? Yes X No

Identification of major programs:

CEDA Number(s) Name of Federal Program or Cluster
84.010 Title |
Dollar threshold used to distinguish between Type A and
Type B programs: $ 300,000
Auditee qualified as low-risk auditee? X Yes ___  No

Section Il - Financial Statement Findings

2007-1 PRIOR PERIOD ADJUSTMENTS

Condition: As indicated in the basic financial statements, material amounts were recorded as prior period
adjustments in the current year to correct errors from the prior year.

Criteria: These errors were not detected by the District’s internat control over financial reporting in the prior year.

Effect: The prior year financial statements contained material misstatements that were not detected by
management until after the June 30, 2006 financial statements were issued.
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Section Il - Financial Statement Findings - Continued

2007-1 PRIOR PERIOD ADJUSTMENTS - CONTINUED

Recommendation: We recommend the District review procedures in the areas where these errors were noted and
take steps to ensure that there is no recurrence of similar issues.

Corrective Action Response: Management of the District is currently reviewing procedures related to identification
and correction of potential errors in the financial statements. Management did discover this error prior to the
commencement of the current year audit and posted the necessary entries to correct the prior year amounts.

2007-2 BUDGETS

Condition: As noted in the financial statements, some of the activities and funds of the District exceeded the
amounts appropriated. The variance noted was in the Food Service (Special Revenue) fund.

Criteria: Michigan Public Act 621 of 1978, as amended, provides that the District adopt formal budgets for all
applicable General and Special Revenue Funds, and shall not incur expenditures in excess of the amounts
appropriated.  Also, the Public Act requires amendments to be performed prior to incurring additional
expenditures.

Effect: The District has not maintained adequate control over budgetary compliance in accordance with State law
in the certain funds where the overages occurred.

Recommendation: We recommend the District monitor expenditures against adopted budgets in all applicable
funds and make appropriate budget amendments as needed.

Corrective Action Response: Management of the District is currently reviewing procedures related to budgetary
compliance in accordance with State law.

Section lll - Federal Award Findings and Questioned Costs

None
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Lake City Area Schools
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

For the Year Ended June 30, 2007

There were no findings disclosed for the past two years.
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